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Michael W. Patten

Jason D. Gellman

Snell & Wilmer L.L.P.
One Arizona Center

400 East Van Buren Street
Phoenix, Arizona 85004

Attorneys for Tucson Electric Power Company

Original and 13 copies of the foregoing
filed this 15" day of August 2016, with:

Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Copies of the foregoing hand-delivered/mailed/e-mailed
this 15" day of August 2016, to:

Jane Rodda,

Administrative Law Judge
Hearing Division

Arizona Corporation Commission
400 West Congress

Tucson, Arizona 85701

Robin Mitchell

Legal Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Thomas Broderick, Director
Utilities Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Daniel W. Pozefsky, Chief Counsel
RUCO

1110 West Washington, Suite 220
Phoenix, Arizona 85007

Barbara LaWall, Pima County Attorney
Charles Wesselhoft, Deputy County Attorney
Pima County Attorneys’ Office

32 North Stone Ave., Suite 2100

Tucson, Arizona 85701

Charles. Wesselhoft@pcao.pima.gov
Consented To Service By Email




C. Webb Crockett

Patrick Black

Fennemore Craig, PC

2394 East Camelback Road, Suite 600
Phoenix, Arizona 85016
wcrockett@fclaw.com
pblack@fclaw.com

Consented To Service By Email

Kevin Higgins

Energy Strategies, LLC

215 South State Street, Suite 200
Salt Lake City, Utah 84111

Nicholas J. Enoch

Jarrett J. Haskovec

Emily A. Tornabene
Lubin & Enoch, PC

349 North Fourth Avenue
Phoenix, Arizona 85003

Lawrence V. Robertson, Jr.

P.O. Box 1448

Tubac, Arizona 85646
tubaclawyer(@aol.com
Consented To Service By Email

Meghan H. Grabel

Osborn Maladon, PA

2929 North Central Avenue
Phoenix, Arizona 85012
merabel@omlaw.com
Consented To Service By Email

Gary Yaquinto, President & CEO
Arizona Investment Council

2100 North Central Avenue, Suite 210
Phoenix, Arizona 85004
gyaquinto@arizonaaic.org

Consented To Service By Email

Timothy M. Hogan

Arizona Center for Law in the Public Interest
202 E, McDowell Road, Suite 153

Phoenix, Arizona 85004

thogan({@aclpi.org

Consented To Service By Email

Rick Gilliam

Director of Research and Analysis
The Vote Solar Initiative

1120 Pearl Street, Suite 200
Boulder, Colorado 80302
rick@votesolar.org

Consented To Service By Email
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Briana Kobor, Program Director
Vote Solar

360 22™ Street, Suite 730
Oakland, CA 94612
briana@votesolar.org

Consented To Service By Email

Michael Alan Hiatt

Earthjustice

633 17" Street, Suite 1600
Denver, Colorado 80202
mhiatt(@earthjustice,org
Consented To Service By Email

Craig A. Marks

Craig A. Marks, PLC

10645 N, Tatum Blvd., Suite 200-676
Phoenix, Arizona 85028

craig. marks@azbar.org

Consented To Service By Email

Pat Quinn

President and Managing Partner
Arizona Utility Ratepayer Alliance
5521 E. Cholla Street

Scottsdale, Arizona 85254

Kurt J. Boehm

Jody Kyler Cohn

Boehm, Kurtz & Lowry

36 E. Seventh Street, Suite 1510
Cincinnati, OH 45202

The Kroger Co.

Attn: Corporate Energy Manager (G09)
1014 Vine Street

Cincinnati, OH 45202

Stephen J. Baron

J. Kennedy & Associates

570 Colonial Park Dr., Suite 305
Roswell, GA 30075

Travis Ritchie

Sierra Club Environmental Law Program
2101 Webster Street, Suite 1300
Oakland, California 94612
Travis.ritchie@sierraclub.org
Consented To Service By Email
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Court S. Rich

Rose Law Group pc

7144 E. Stetson Dr., Suite 300
Scottsdale, AZ 85251
crich@roselawgroup.com
Consented To Service By Email

Jeffrey Shinder

Constantine Cannon LLP

335 Madison Avenue, 9" Floor
New York, NY 10017

Richard O. Levine
Constantine Cannon LLP
1001 Pennsylvania Ave, NW
Suite 1300 North
Washington, DC 20004

Thomas A. Loquvam

Pinnacle West Capital Corporation
P.O. Box 53999, MS 8695

Phoenix, AZ 85072

thomas. loquvam(@pinnaclewest.com
Consented To Service By Email

Kerri A. Carnes

Arizona Public Service Company
P.O. Box 53072, MS 9712
Phoenix, AZ 85072-3999
Kerri.Carnes(@aps.com
Consented To Service By Email

Tom Harris, Chairman

Arizona Solar Energy Industries Association
2122 W. Lone Cactus Dr., Suite 2

Phoenix, AZ 85027

Tom.harris@ariseia.org
Consented To Service By Email

Scott Wakefield

Hienton & Curry, PLLC

5045 N 12th Street, Suite 110
Phoenix, Arizona 85014-3302

Steve Chriss

Wal-Mart Stores, Inc.

2011 S.E. 10th Street
Bentonville, Arkansas 72716

Ken Wilson

Western Resource Advocates
2260 Baseline Road, Suite 200
Boulder, Colorado 80302
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Jeff Schlegel

SWEEP Arizona Representative
1167 W. Samalayuca Dr.
Tucson, Arizona 85704-3224

Ellen Zuckerman
SWEEP Senior Associate
1627 Oak View Avenue
Kensington, CA 94707

Cynthia Zwick

Arizona Community Action Association
2700 North 3 Street, Suite 3040
Phoenix, Arizona 85004

Kevin Hengehold

Arizona Community Action Association
2700 N 3rd St., Suite 3040

Phoenix, Arizona 85004

Bryan Lovitt
3301 West Cinnamon Drive
Tucson, Arizona 85741

Kevin M. Koch
P.O. Box 42103
Tucson, Arizona 85733

Karen White

139 Barnes Drive

Suite |

Tyndall Air Force Base, Florida 32401
karen.white.13@us.af.mil

Consented To Service By Email

Kyle J. Smith

9275 Gunston Road (JALS RL/IP)
Suite 1300

Fort Belvoir, Virginia 22060
kyle.i.smith124.civi@mail.mil
Consented To Service By Email

Jeffrey W. Crockett

Crockett Law Group PLLC

2198 E. Camelback Road, Suite 305
Phoenix, Arizona 85016

Bruce Plenk

2958 N. St. Augustine Place
Tucson, Arizona 85712
solarlawyeraz@gmail.com
Consented To Service By Email
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Garry D. Hays

Law Offices of Garry D. Hays, PC
2198 E. Camelback Road, Suite 305
Phoenix, Arizona 85016

Greg Patterson

Munger Chadwick

916 West Adams, Suite 3
Phoenix, Arizona 85007

Camila Alarcon

Gammage & Burnham, PLC
Two N. Central Ave., 15" Floor
Phoenix, Arizona 85004

Michele L. Van Quathem

Law Office of Michele Van Quathem, PLLC
7600 N. 15" St., Suite 150-30

Phoenix, Arizona 85020

By
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SETTLEMENT AGREEMENT
REGARDING REVENUE REQUIREMENT
IN DOCKET NOS. E-01933-A-15-0322 AND E-01933A-15-0239
TUCSON ELECTRIC POWER COMPANY’S REQUEST FOR RATE
ADJUSTMENT

The purpose of this Settlement Agreement (“Agreement”) is to settle disputed
issues related to the revenue requirement in Docket No. E-01933-A-15-0322 and E-
01933A-15-0239, Tucson Electric Power Company’s (“TEP” or “Company”)
application to increase rates. This Agreement is entered into by the following entities:

Tucson Electric Power Company
Arizona Corporation Commission Utilities Division ("Staff")
Residential Utility Consumer Office (“RUCO”)
Freeport Minerals Corporation ("Freeport Minerals")
Arizonans for Electric Choice and Competition ("TAECC")
Arizona Investment Council ("AIC")
Western Resource Advocates (“WRA™)

Wal-Mart Stores, Inc. and Sam’s West, Inc. (collectively “Wal-Mart”)
Noble Americas Energy Solutions, LLC (“Noble Solutions”)
The Kroger Co. (“Kroger™)

Sierra Club

These entities shall be referred to collectively as "Signatories™, a single entity shall
be referred to individually as a "Signatory."




RECITALS

1.1

1.2

1.3

1.4

1.5

TEP filed a rate application with the Arizona Corporation Commission
(“Commission”) in Docket No. E-01933-A-15-0322 on November 5, 2015. The
application was found to be sufficient on December 7, 2015. The rate case
docket was subsequently consolidated with Docket No. E-01933-A-15-0239
(“TEP 2016 REST Plan docket”) on April 6, 2016.

The Commission granted applications for intervention filed by RUCO, Freeport-
Minerals and AECC (collectively "AECC"), Arizona Public Service Company,
Southwest Energy Efficiency Project (“SWEEP”), IBEW Local 1116 (“IBEW™),
Sierra Club, The United States Department of Defense and all Other Federal
Executive Agencies (“DOD”), AIC, Arizona Community Action Association, Vote
Solar, Arizona Solar Energy Industries Association, Energy Freedom Coalition of
America, Kevin Koch, Noble Solutions, SOLON Corporation, Kroger, Wal-Mart,
Western Resource Advocates, Arizona Competitive Power Alliance, Arizona Solar
Deployment Alliance, Arizona Utility Ratepayer Alliance, Southern Arizona
Homebuilders Association, Pima County, The Alliance for Solar Choice, Tucson
Meadows, L.L.C., Bruce Plenk, and Bryan Lovitt (collectively “Parties”).

Pursuant to the December 14, 2015 Procedural Order in this docket, the
following parties filed direct testimony (except that related to rate design and
cost of service) on June 3, 2016: Staff, RUCO, AECC, IBEW, SWEEP, DOD,
WRA, Wal-Mart, and Sierra Club. On July 25, 2016, TEP filed rebuttal
testimony.

Staff filed a Notice of Settlement Discussions regarding revenue requirement
only on July 28, 2016. Settlement discussions on revenue requirement took place
on August 5, 2016. The settlement discussions were open, transparent, and
inclusive of all Parties to this Docket who desired to participate in person or
telephonically. All Parties to this Docket were notified of the settlement meeting,
were encouraged to participate in the negotiations, and were provided with an
opportunity to participate.

The terms of this Agreement are just, reasonable, fair, and in the public interest
in that they, among other things, establish a just and reasonable revenue
requirement for TEP and its customers; promote the convenience, comfort and
safety, and the preservation of health, of the employees and patrons of TEP;
resolve revenue requirement issues arising from this Docket; and avoid
additional litigation expense relating to the revenue requirement issues in this
proceeding.
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1.

1.6

The Signatories believe that this Agreement balances the interests of both TEP
and its customers.

1.7 The Signatories request that the Commission adopt this Agreement such that the

revenue requirement provisions contained herein may become effective
following the issuance of a final Order in this Docket by the Commission.

TERMS AND CONDITIONS

RATE INCREASE

2.1

24

2.5

TEP shall receive a non-fuel base rate increase of $81,500,000 over adjusted test-
year non-fuel retail revenues, reflecting a total non-fuel revenue requirement of
$714,022,900. Attachment A sets forth the adjustments to TEP’s initial request
for a non-fuel base rate increase of $109,500,000 that results in the settlement
amount,

TEP’s average base fuel rate shall be set to $0.0325559 to recover a total of

$289,147,243 in base fuel revenues. Present rates include an average base fuel
rate of $0.032335.

TEP’s total revenue requirement shall be $1,003,170,143.

Of the allowed non-fuel base rate increase, $15,243,913 is contingent upon TEP
purchasing a 50.5% share of Unit 1 of Springerville Generating Station (“SGS
Unit 1). The portion of the rate increase is not effective until after the purchase
has been completed and a final Order has been issued in this docket. This amount
was originally proposed by TEP to be collected through the PPFAC. As such,
recovery of this amount through non-fuel rates represents a revenue neutral
change to the agreed upon revenue requirement.

The Company’s jurisdictional fair value rate base (“FVRB”) used to establish the
rates agreed to herein is $2,843,985,854, representing an average of the original
cost rate base (“OCRB”) of $2,045,203,460 and the replacement cost new less
depreciation rate base (“RCND”) of $3,633,027,972.

COST OF CAPITAL

3.1

The actual test year capital structure comprised of 49.97% long-term debt and
50.03% common equity shall be adopted.
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3.3

3.4

A return on common equity of 9.75% and an embedded cost of long-term debt
of 4.32%, resulting in a weighted average cost of capital of 7.04%.

A fair value rate of return of 5.34%, which includes a rate of return on the fair
value increment of rate base of 1.00%, shall be adopted.

The provisions set forth herein regarding the quantification of cost of capital, fair
value rate base, fair value rate of return, and the non-fuel revenue requirement
are made for purposes of settlement only and should not be construed as
admissions against interest or waivers of litigation positions related to other or
future cases.

DEPRECIATION AND AMORTIZATION

4.1

The depreciation and amortization rates proposed by TEP in its rebuttal
testimony shall be adopted, except (i) that the rates for San Juan Generating
Station shall be adjusted to reflect a depreciable life of TEP’s total investment,
including the Balanced Draft project, at San Juan Unit 1 of six (6) years; (ii) $90
million of excess distribution reserves will be transferred to San Juan Unit 1 and
(iii) a change to depreciation rates on TEP’s distribution plant to offset the
change in depreciation expense for San Juan Unit 1. TEP will file, with its
testimony in support of the Settlement, schedules setting forth the applicable
depreciation and amortization rates, including those for San Juan Unit 1.

SPRINGERVILLE UNIT 1

5.1

5.2

53

TEP shall file a notice in this Docket upon the completion of its pending purchase
of a 50.5% interest in SGS Unit 1. If the purchase is completed after the effective
date of new rates, the $15,243, 913 million of contingent non-fuel base rate relief
will be made effective within 30 days of the notice date.

TEP shall not request rate base treatment of the purchase price paid for the 50.5%
share of SGS Unit 1 until its next general rate case.

The leasehold improvements associated with a 50.5% share of SGS Unit 1 shall
be included in OCRB at the net book value (“NBV”) as of December 31, 2016.
Amortization of these plant investments will continue as approved in TEP’s last
rate case (Decision No. 73912 (June 27, 2013)).

ADDITIONAL SETTLEMENT PROVISIONS

6.1

TEP shall write down the NBV of its headquarters building by $5 million
resulting in a $5 million reduction to the total Company OCRB within 30 days
following the issuance of a final Order in this docket. The provisions of Section

4
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6.2

6.3

8.3 notwithstanding, the Signatories agree that they will not seek alternative rate
treatment, or additional write-downs of the headquarters building, in future rate
proceedings.

TEP’s OCRB shall include post-test year plant that is verified and in service as

of June 30, 2016 of $49.6 million, and post-test year renewable generation plant
of $4.8 million.

Certain issues related to the Company’s rate application, including but not
limited to rate design, the Lost Fixed Cost Recovery mechanism, the Buy-
Through Tariff, the inclusion of Energy Efficiency Program Funding in base
rates, the Purchase Power Fuel Adjustor, net metering remain unresolved by this
Agreement, and the Signatories agree to present their respective positions in the
hearing scheduled in this proceeding. This provision is not intended to limit any
Signatory’s ability to present its position on these unresolved issues.

COMMISSION EVALUATION OF PROPOSED SETTLEMENT

7.1

7.2

7.3

7.4

7.5

All currently filed testimony and exhibits regarding revenue requirement shall
be offered into the Commission’s record as evidence.

The Signatories shall file testimony in support of the Agreement as part of their
Surrebuttal or Rejoinder testimonies or as otherwise provided by Procedural
Order modifying the procedural schedule.

The Signatories recognize that Staff does not have the power to bind the

Commission. For purposes of proposing a settlement agreement, Staff acts in
the same manner as any party to a Commission proceeding.

The Signatories recognize that the Commission will independently consider and
evaluate the terms of this Agreement. If the Commission issues an order
adopting all material terms of this Agreement, such action shall constitute
Commission approval of the Agreement. Thereafter, the Signatories shall abide
by the terms as approved by the Commission.

If the Commission fails to issue an order adopting all material terms of this
Agreement, any or all of the Signatories may withdraw from this Agreement, and
such Signatory or Signatories may pursue without prejudice their respective
remedies at law. For purposes of this Agreement, whether a term is material
shall be left to the discretion of the Signatory choosing to withdraw from the
Agreement. If a Signatory withdraws from the Agreement pursuant to this

5




paragraph and files an application for rehearing, the other Signatories, except for
Staff, shall support the application for rehearing by filing a document with the
Commission that supports approval of the Agreement in its entirety. Staff shall
not be obligated to file any document or take any position regarding the
withdrawing Signatory’s application for rehearing.

VIII. MISCELLANEOUS PROVISIONS

8.1

8.2

8.3

8.4

8.5

8.6

This case has participants with widely diverse revenue requirement positions. To
achieve consensus for the settlement of revenue requirement issues, many
participants are accepting positions that, in any other circumstances, they would
be unwilling to accept. They are doing so because this Agreement, as a whole,
is consistent with the public interest and with long-term interests of the
undersigned parties as to issues or matters resolved by this Settlement
Agreement. The acceptance by any Signatory of a specific element of this
Agreement shall not be considered as precedent for acceptance of that element
in any other context.

No Signatory is bound by any position asserted in negotiations, except as
expressly stated in this Agreement. No Signatory shall offer evidence of conduct
or statements made in the course of negotiating this Agreement before this
Commission, any other regulatory agency, or any court.

Neither this Agreement nor any of the positions taken in this Agreement by any
of the Signatories may be referred to, cited, and/or relied upon as precedent in
any proceeding before the Commission, any other regulatory agency, or any
court for any purpose except to secure approval of this Agreement and enforce
its terms.

To the extent any provision of this Agreement is inconsistent with any existing
Commission order, rule, or regulation, this Agreement shall control.

Each of the terms of this Agreement is in consideration of all other terms of this
Agreement. Accordingly, the terms are not severable.

The Signatories shall make reasonable and good faith efforts necessary to obtain
a Commission order approving this Agreement. The Signatories shall support
and defend this Agreement before the Commission. Subject to Paragraph 7.5
above, if the Commission adopts an order approving all material terms of the
Agreement, the Signatories will support and defend, or agree not to oppose, the
Commission’s order before any court or regulatory agency in which it may be at
issue.




8.7

This Agreement may be executed in any number of counterparts and by each
Signatory on separate counterparts, each of which when so executed and
delivered shall be deemed an original and all of which taken together shall
constitute one and the same instrument. This Agreement may also be executed
electronically or by facsimile,

ARIZONA CORPORATION COMMISSION
UTILITIES DIVISION STAFF

By%’\’ vl v

Tite_Jrrtedsc A

Date s{'//&;/ i

TUCSON ELECTRIC POWER COMPANY

By

Title

Date




8.7

This Agreement may be executed in any number of counterparts and by each
Signatory on separate counterparts, each of which when so executed and
delivered shall be deemed an original and all of which taken together shail
constitute one and the same instrument. This Agreement may also be executed
electronically or by facsimile.

ARIZONA CORPORATION COMMISSION
UTILITIES DIVISION STAFF

By

Title

Date

TUCSON ELECTRIC POWER COMPANY

e e

Title (B

Date %/ff”?”//tm




Signatory to August 15, 2016 Tucson Electric Power Company Revenuc Requirement Settlement

Agreement in Docket Nos. E-01933A-15-0239 and E-01933A-15-0322,

RESIDENTIAL UTILITY CONSUMER OFTICE

(I
By 7@/5’/‘;”‘;(7 /M%

Title  Ofpecfon-

Date S5/




Signatory to August 15, 2016 Tucson Electric Power Company Revenue Requirement Settlement

Agreement in Docket Nos, E-01993A-15-0239 and E-019334-135-0322.

ARIZOMANSE FOR BLECTRIC CHOICE AND
COMPETITION

By \%:%Dv_ﬁ/kww/;?

Title .1/)/«« e /
-]
Date y/;/ /5 / /4 (




Signatory to August 15, 2016 Tucson Electric Power Company Revenue Requirement Settlement

Agreement in Docket Nos. E-01933A-15-0239 and E-01933A-15-0322.

FREEPORT MINERALS CORPORATION

. s B

by _dlehart” Mol

Title D M« ‘mes;;,m gﬂ%@f"‘“"f’
P ; (:,!"

Date ;’Q./éc?a/ :71 / S“ , ohfd /{4’*




Signatory to August 15, 2016 Tucson Electric Power Company Revenue Requirement Settlement

Agreement in Docket Nos. E-01933A-15-0239 and E-01933A-15-0322.

SIERRA CLUB

ﬂ__,]Z_/

By Travis Ritchie

Title Staff Attorney
Date ©8-15-2016




Signatory to August 15, 2016 Tucson Electric Power Company Revenue Requirement Settlement
Agreement in Docket Nos. E-01933A-15-0239 and E-01933A-15-0322.

WESTERN RESOURCE ADVOCATES

Title Wvé@/y £ W R
pae /12 fr &




Signatory to August 15, 2016 Tucson Electric Power Company Revenue Requirement Settlement

Agreement in Docket Nos, E-01933A-15-0239 and BE-01933A-15-0322,

NOBLE AMERICAS ENERGY SOLUTIONS,

LLC

Ve R .
By QM3 prouimds . 1 A e Zommd e x\zi”’”’

Tide LA U Oy

oy . . iy
Date iw*. o LTV E N Ses \ G




Signatory to August 15, 2016 Tucson Electric Power Company Revenue Requirement Settlement

Agreement in Docket Nos. E-01933A-15-0239 and E-01933A-15-0322.

THE KROGER CO.

o VPl

Title Manru/y tor }i%;w (7

Date 9‘//5//6




Signatory to August 15, 2016 Tucson Electric Power Company Revenue Requirement Settlement

Agreement in Docket Nos. E-01933A-15-0239 and E-01933A-15-0322.
WAL-MART STORES, INC. and SAM'S WEST,
INC
Title C{)W\ SU(

v
Date Auﬁusﬁb IS, 201l




Signatory to August 15, 2016 Tucson Electric Power Company Revenue Requirement Scitlement

Agreement in Docket Nos, E-01933A-15-0239 and E-01933A-15-0322.

ARIZONA INVESTMENT COUNCIL
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ATTACHMENT A

TO REVENUE REQUIRMENT
SETTLEMENT AGREEMENT

AUGUST 15, 2015
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